FLORIDA PUBLIC SERVICE COMMISSION
Capital Circle Office Center ® 2540 Shumard Oak Boulevard
Tallahassee, Florida 32399-0850

MEMORANDUM
December 26, 1996

TO: DIRECTOR, DIVISION OF RECORDS AND REPORTING (BAYO)

FROM: DIVISION OF AUDITING & FINANCIAL 818 (HICKS)W _
DIVISION OF COMMUNICATIONS (REITH > oo }@‘ /{U‘J
DIVISION OF LEGAL SERVICES (BROWN), = = , ¢ /i

RE: DOCKET NO. 960794-TL - QUINCY TELEPHONE COMPANY - REQUEST
FOR APPROVAL OF REMAINING LIFE RATES

AGENDA: JANUARY 07, 1997 - REGULAR AGENDA - PROPOSED AGENCY
ACTION - INTERESTED PERSONS MAY PARTICIPATE

CRITICAL DATES: NONE
SPECIAL INSTRUCTIONS: 8:\PSC\AFA\WP\960794TL.RCK

CASE BACKGROUND

on July 1, 1996, the Commission established ranges of basic
factors for lives and salvage values to be used in developing
depreciation rates for companies subject to Rule 25-4.0175, Florida
Administrative Code (F.A.C.); Depreciation (Docket No. 960715-TL) .
The ranges are presumptively valid and the burden of proof is
placed on any party protesting a Commission approved life or
salvage value.

If a company's current or proposed service life or salvage

value for any given account is not within the established ranges,
the company must file additional information. FEach company should
also make an election to continue using remaining life methodology

or to switch to whole life methodology. The election is one-time,
and requests for a change in the life and/or salvage factor for any
account can be no more than once a year.

Quincy Telephone Company (Quincy or Company) originally filed
a request for approval of remaining life rates on July 1, 1996, and
requested a January 1, 1996 implementation date. On August 6,
1996, the Company submitted revised schedules and requested an
implementation date of July 1, 1996.
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DOCKET NO. 960794 -TL
DATE: December 26, 1996

DISCUSSION OF ISSUES

ISSUE 1: Should currently prescribed rates be revised at this
time?

1 Yes, A review of Quincy’s plans and activity
indicates that there is a need for revision of current rates.
(HICKS)

STAFF ANALYSIS: The last comprehensive depreciation study for
Quincy was submitted June 6, 1994, and its current depreciation
rates and amortization schedules were approved effective January 1,
1994, Before revision, Rule 25-4.0175, Florida Administrative
Code, required telephone companies to file a comprehensive
depreciation study at least once every three years. The revised
rule allows telephone companies to change their depreciation rates
once a year.

Rule 25-4.0175, F.A.C., also provides ranges of life and
salvage factors for telephone plant accounts. The ranges are
considered presumptively valid, and movement within them requires
no justification. However, justification is required to move into
or out of an established range.

on July 1, 1996, the Company filed a request to change its
remaining life rates in keeping with this rule. This request was
subsequently revised on August 6, 1996. A review of the Company's
plans and activity indicates that there is a need for revision of
current rates.
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ISSUE 2: What adjustments to accounts, if any, should be made to
correct errors in this filing?

RECOMMENDATION: The Company’s books should be adjusted to reflect
its Analog Subscriber Circuit account as fully recovered. (HICKS)

STAFF ANALYSIS: In the last study (Docket No. 940607-TL; Order No.
PSC-95-0400-FOF-TL, issued March 23, 1995), Quincy’s analog
subscriber circuit account was placed on a 2 year recovery
schedule. At January 1, 1994, analog subscriber circuit had a net
unrecovered investment of $19,451. A review of the instant filing
and annual reports revealed that the Company had not placed the
account on a recovery schedule as indicated in the Order. It the
account had been accounted for according to the Order, the analog
subscriber circuit account would be fully recovered as of the
proposed implementation date (July 1, 1996).

Staff recommends that the Company adjust it books to reflect
its Analog Subscriber Circuit account as fully recovered. The
Company was notified of the error, and it has agreed to make the
correction as needed.
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ISSUE 3: What transfers between accounts, if any, should be made?

RECOMMENDATION: Staff recommends that the Company transfer
negative investment and reserve balances from the Aerial Wire
account to the Aerial Cable investment and reserve accounts.

(HICKS)

STAFF ANALYSIS: A negative investment and reserve balance ot §$708
and $919, respectively, is reflected in the Aerial Wire account.
The Company proposes a transfer of these amounts to the Aerial
Cable investment and reserve accounts. According to the Company,
its proposal is in line with the transfers made from the Aerial
Wire accounts in conjunction with the 1994 depreciation study.

Staff’'s recommended adjustments are presented below. Table A
reflects staff’s recommended transfer adjustments. Table B
reflects the investment and reserve balance of both accounts after
staff’s recommended adjustment.

TABLE A

JULY 1, 1996 JULY 1, 1996
INVESTMENT RESERVE
ADJUSTMENT ADJUSTMENT

Aerial Wire 5708 $919
Acct. No. 2431

Aerial Cable (5708) ($919)
Acct. No. 2421

TABLE B
ACCOUNT JULY 1, 1996 JULY 1, 1996
INVESTHNENT BALANCE RESERVE BALANCE
Aerial Wire S0 S0
Acct. No. 2431
Aerial Cable $2,624,548 51,430,429

Acct. No. 2421
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ISSUE 4: What are the appropriate life and salvage values?

RECOMMENDATION: Attachment A is a comparison of the basic factors
reflected in Rule 25-4.0175, F.A.C., the factors proposed by the
Company, and the factors recommended by staff. Attachment B
reflects the depreciation rates and components, while Attachment C
is a comparison of the resultant depreciation expense. Staff'’'s
recommendation, based on investments as of July 1, 1996, would
result in an increase in expenses of approximately $90,000.
(HICKS)

STAPF ANALYSIS: Staff has reviewed Quincy’s request to change its
remaining life rates in accordance with Rule 25-4.0175, F.A.C. The
Company's current 1life and salvage factors are within the
Commission established ranges, and the Company has not requested a
factor outside the established range for any given account.
However, the Company has proposed a change in curve shape for the
Aerial Cable-Metallic (Account No. 2421.1) and the Buried Cable

Metallic (Account No. 2423.2) accounts.

According to Rule 25-4.0175, F.A.C., "It shall be a rebuttable
presumption that in determining the average remaining life, the
curve shapes shall be those from the Company’s last
represcription." Justification for its proposed change in curve
shapes has been provided by the Company.

The Company proposes to change its curve shape (expected
mortality dispersion) for the aerial cable account from an Rl to an
S1.5, and change its curve shape for the buried cable account from
an SO to an S1.5. These changes, according to the Company, are
requested due to the substantial amount of retirements expected in
these accounts and the forecasted phase-out of the embedded
investment in aerial cable and buried cable by about 2016 and 2017,
respectively.

Staff has reviewed the Company's proposals and believes them
to be in line with the Company’s plans. Further, we find the
Company’s plans regarding the phase-out of metallic cable to be
reasonable and in line with current industry projections. Using
the currently prescribed R1 curve shape and the current age of 10.7
years for the aerial cable account implies a phase-out date of
2019. However, an S1.5 curve shape is reflective of the Company's
planned phase-out of aerial cable by the year 2016. Similarly, the
currently prescribed S0 curve shape along with the current age of
buried cable of 9.8 years, implies a phase-out date of 2008, while
the proposed S1.5 curve shape implies a phase-out date of 2017.
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Based on the foregoing, staff recommends that the current
curve shapes for aerial cable-metallic and buried cable-metallic be
changed to S1.5. Attachment A is a comparison of the basic factors
reflected in Rule 25-4.0175, F.A.C., the factors proposed by the
Company, and the factors recommended by staff. Attachment B
reflects a comparison of the Company’s and staff’'s positions
regarding the depreciation rates and components for each account.
Attachment C is a comparison of the resultant depreciation expense.
staff's recommendation, based on investments as of July 1, 1996,
would result in an increase in expenses of approximately $90,000.

ISSUE 5: What should be the implementation date for the new rates?

RECOMMENDATION: The Company has requested, and Staff recommends,
an implementation date of July 1, 1996. (HICKS)

STAFF ANALYS8IS8: Rule 25-4.0175, F.A.C., states that a utility
requesting an implementation date at the beginning of its fiscal
year must submit its request prior to the mid-point of that fiscal
year. The Company‘s original request was submitted July 1, 1996,
with a proposed implementation date of January 1, 1996. A revised
request was submitted on August 6, 1996, with a proposed
implementation date of July 1, 1996. Since Quincy’s fiscal year is
the calendar vyear, its proposed implementation date is in
accordance with the rule.

The schedule reflecting the Company's proposed life and
salvage parameters are based on a July 1, 1996 date. In addition,
the proposed implementation date is in keeping with Rule 25-4.0175,
F.A.C. As a result, staff recommends the Commission accept the
Company'’s proposed implementation date of July 1, 1996.
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ISSUE 6: Should this docket be closed?

RECOMMENDATION: Yes. If no substantially affected person timely
files a protest to the Commission’s notice of proposed agency
action, this docket should be closed. (HICKS)

STAFF ANALYSIS: If no substantially affected person files a timely
request for a Section 120.57, Florida Statutes, hearing within
twenty-one days, no further action will be required, and this
docket should be closed.
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